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In several recent articles,* the Bureau of Foreign and
Domestic Commerce has issued preliminary estimates
of various components of the gross mational product
which were thought to be of value in the analysis of

pressing economic problems ereated by the war. Since :

then many requests have been received from both
public and private agencies for more complete informa-
tion concerning these estimates. The requests indi-
cate a need for estimates covering a longer span of
years and for a series of tables showing the interrela-
tions of the various segments of gross national product
or expenditure. Accordingly, preliminary estimates
of these aggregates, distributed in ways particularly
relevant for problems of war production and war
finance, are being presented here. This presentation,
furthermore, provides an opportunity for incorporating
the results of additional work which have since become
available, leading to conceptual and statistical improve-
ment of the data previously issued.

Because of the misuse sometimes made of estimates
of this character, it must be emphasized that the data
are being offcred as an analytical tool, rather than as
precise measurements of every component series. There
is every reason to believe that the over-all picture of
the economy is represented im its true perspective.
Consequently, the vital policy decisions required from
day to day in the present emergency can better be made
with the aid of this statistical framework than with the
cruder relationships that otherwise would be used either
explicitly or implicitly. However, several of the com-
ponent series are siill some distance from their finished
form. The work of refinement is going forward so
that series obtained by direct measurement may be
substituted for those now obtained as residuals and so
that certain well-known limitations of series now
directly measured may be removed.?

The Two Methods of Measuring National Income

The national income is the most familiar compre-
hensive measure of the output of the economic system.

1 The writers would like to acknowledge the eontributions of the following metn-
bers of the Nationel Ineome Unit to this werk: William 8haw, Wendell Hance,
Burtor Klein, and Orris Herfindahl, Particular montion iz due & former member
of the staff, John Lindeman, who mada a major conéribution during the carlier
stages of the work., .

.t See Suroey of Currend Business, March and April 1942,

3 80 far as the three significant residuals in the tobles are concerned, savings of
individusls, consumer expenditures for nondureble foods and services, end eorporate
savings, the first two have been checked against whateverindependent divect measures
ara available and found to be reasonsbly consistent. The third is known to be sig-
nificantly understated because of the present anderestimation of corporate net income,
due Iargoly to the fact that the latier extimate iz based upon tabulations of unandited
tax returns,

450781—42——2

As is well known, the national income measures the net
value of goods and services produced during a given .
period. In practice this net value of product is now
obtained by adding together: all ihe incomes paid or
accruing to factors of production during the given
period, 1. e., by aggregating all wages, salaries, dividends,
net rents, net interest, entrepreneurial income, and
retained earnings of business corporations,

Figure 5.—Gross National Product by Use

BILLIONS OF DOLLARS
25

T Rl SOVEAMMENT EXPENDITURES FOR GOODS AND SERVISES
gROSS b
© wavioka. BZZ) PANATE 6ROSS GAPITAL FORMATION
Naosley ez :
t Bl cowsumea excenortunes ror cooos aw seRvices

100

75

50

25

LY g

1929 1930 1931 1932 1933 1934 1935 1936 1937 1938 1939 1940 194}

Source: U. 8. Department of Commeree,

A second method of measuring national income, the
so-called “final products approach,” leads directly to
estimates of national output by summing the values of
all finished commodities and services produced during
a given period. These finished commodities include
both the products sold to consumers and those retained
by business enterprises for use in further production.
Thus the flow of goods and services to consumers plus
the net flow to capital purposes (net capital formation)
equals the net national product,

Complete estimates of national income by the final
products method,* designed to supplement the data on
national income by distributive shares and industrial
origin which have been available for some years, are in
process of development. The final products method
yields two national product totals: (a) a gross national
product ? consisting of (1) the flow of consumers’ goods
and services through private enterprises, (2) gross

1 A repert on the first part of this work, ““Fhe Gross Flow of Finished Comimcdities
and Mew Constructien, 1920-1%41,” appeared in the Survey of Current Businsss,
April 1942,

5 The terms, *gross national produet™ and “gross national expenditure™ are used
synonymously in this report.
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capital formation by private enterprises, and (3) the
product of government activities; and (b) o net national
product found by subtractirg an sllowance for the
consumption of capital cquipment from the gross
national produet. Netnational product bears a definite
reconcilable relationship to net national income as
estimated by the distributive shares method,

For certain purposes national income by the final
products method provides more useful breakdowns than
estimates by the method of distributive shares. Thus
if we wish to lknow how the national product is being
used and the manner in which this use is changing over
time, final produets data are essential. Similarly all
questions relating to the cornmodity composition of the
national product can be handled only in texms of the
final products approach.

The Construction of Gross National Product
Estimates

Upon completion of the final products study, esti-
mates of the gross and net national product, broken
down in detail by type of commodity and service, will be
issued. These estimates will not, in their entirety, be
completed for some months. - Pending completion of
this study, however, it has been feasible to prepare
approximate aggregates of gross national produet,
together with certain breakdowns by type and use of
product, using the regular national income series aznd
such parts of the final products material as have been
completed.

The concept of gross national product used here is
designed to count all final products and services pro-
duced by the economy at the prices these produets
command in the market. So far as the output of
private enterprise is concerned, the task is one of
estimating the consolidated gross income from opera-
tions of all business firms. This total for all business
firms must of necessity equal the market value of goods
produced and sold during a given period plus the cuxrent
value of the change in inventories. In the case of
government, the total of payments to factors of produe-

" tion is included as the measure of the value of govern-
ment output.®

The relationship between the nationsl income, as
estimated by the distributive shares method, and the
gross national product, with private enterprise output
valued at market prices and government output valued
at cost, is shown in table 1.  As may readily be seen, the
sum of the component series added to the national
income in order to obtain gross national product is in
most vears relatively constant. ‘Thus, the year-to-year
movements of the gross total are not normally much
different: from the changes in the net national income
series. But In years when the national income is

¢ Thos, the concept of pross nationa? produet used hera is inclusive of govein-
ment operations financed by bosiness texes. This is ono of the rportant respects
in which it difiers {rom the concept made femiliar by the votable work of Professor
Enzoets, Sce Simon Euznets, Nalional Income and Capilal Formation, National
Burecau of Economic Research, 1997,
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changing sharply or in years which correspond roughly
to the turning points of business cycles, sufficient dif-
ferences between the movements of the two series to be
analytically important may be observed. In 1941, for
example, while the increase in national income
amounted to 17 billion dollars, the inerease in gross
national product was substantially larger, namely 22
billion dollars. Another significant difference between
the movements of the two series oceurred in 1933 when
national income increased by more than 2 billion dollars
while gross national product declined slightly.

Particular mention may be made of the adjustment
for the revaluation of business inventorics, a cor-
rection introduced in the concept of gross national
product but not implicit in the present Department
of Commecrce estimates of national income. The prices
at which business firms charge goods out of inveniory
to cost of sales and also the method of pricing in-
ventories at the close of accounting periods may ex-
ercise an important effect upon the resulis yiclded
by accounting caleulations of business net income.
As is well known, in o period when prices arc changing
2 business firm may by figuring inventory on an original
cost basis, calculate a very different net profit or loss
than its accounts would reflect had they employed,
for example, a replacement cost procedure. Further-
more the method of inventory pricing followed by
business firms vartes from firm to firm and from in-
dustry to industry, depending on such factors as the
flexibility of prices of goods caried in inventory, tax
considerations, and administrative convenience.

As a result the inventory figures obtained by com-
bining the accounting records of business firms are not
bomogeneous and have no clear meaning. Not only
do the methods of treating inventories differ, but the
dollar-inventory figures obtained from accounting
records are based on a broad range of prices for goods
and services prevailing in the near or perhaps more
distant past. To correct this difficulty and to produce
meaningful ageregates of inventory changes for the
entire business system ib is necessary that the diverse
inventory figures from accounting records be rendered
s nearly consistent as possible.

The stmplest, and from some stendpoints theoreti-
cally most desivable, method of obtaining this con-
sistency is by revaluing all inventorics into average
prices for the current year. After inventory changes
are converted into such relatively homogencous magni-
tudes, the amount of revaluation may be determined
as the difference between the revalued series and the
original series derived from accounting records. This
procedure, which has been followed in the estimates of
gross national produet, yields, ideally, an estimate of
the current dollar value of the pliysical quantity change
in busmess inventories.’

? The actur] resails can only approximate this iden) with an unknown degree of
orror, since it is impossible in pragtice to make proper allowanee for all different
methods of inventory pricing practiced and sinee it is difflcolt to obinin and select
the most appropriate dellating index in ¢very case,
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The revaluatian of inventories thus involves, in
essence, adjustment of the net income of business
enterprises as calculated by prevailing accounting
methods. It is, therefore, as appropriate an adjust-
ment to national income as to gross national product.
This correction may, in fact, be introduced in the
national income estimates in the near future, when
the reliability of the statistical procedurc has been
more carcfully tested.

Figure 6.—Income of Individuals by Use
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It is interesting to note that the revaluation of inven-
tories, by removing many of the erratic fluctuations in
business net income resulting from price changes, leaves
a less volatile and more readily understandable series
measuring the retaingd net carnings of business firms.

The Composition of the National Product

Having converted - the national income figures to a
series measuring the gross value of privately produced
finished consumer goods and services plus the gross
flow of producers’ goods and the cutput of government,
it is essential to distinguish the analytically significant
components of this aggregate. Two breakdowns of the
total are presented here, in addition to that illustrated
in table 1. The first, which is shown in table 2, con-
cerns the product aspect of the gross income produced
and distinguishes broadly the uses made of the complex
of goods and services which comprise the national
output. The second breakdown, shown in table 4, is
concerned with the disposition of gross income flows
gencrated by ewrrent production. Each of these break-
downs is useful for particular purposes; together they
yield a rounded picture of the commodity and financial
flows which joinitly determine the structure of the
national product.

Table 2 shows the proportion of the gross national
product flowing to government for all pubhc purposes,
the proportion utilized to maintain and improve the
productive capacity of the system of private business
enterprises (private gross capital formation), and the
proportion flowing to wultimate consumers. When
this broad breakdown is supplemented by detailed data
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on the commodity and service composition of each

"major portion of the national product, a relatively

complete cross section of the yicld of the productive
process will be at hand.

As yet details concerning the product composition
of government purchases arc not readily available.
Certain details relative to the capital formation com-
ponent are shown in table 2 and these may be supple-
mented by the detailed estimates of producers’ durable
goods, when these latter are properly adjusted to exclude
government purchases. Similarly the consumer seg-
ment of the national product may be partially analyzed
(with respect to the commodity portion only) by means
of the detailed commodity flow figures, likewise ad-
justed to exclude government purchases.®

Turning from the goods and services yielded by
productive activity to the financial flows stemming
from the productive process, particular interest attaches
to an analysis of the use made by individuals of the
incomes they receive. Analysis of this type is illus-
trated by table 3 which presents summary figurcs
indicating the manner in which the income received
by individuals is allocated as between direct taxes,®
sgvings, and purchases of consurmption goods.

Special mention must be made of the possibility of
error in the estimates of individuals’ net savings, due to
the fact that the series is a residue and that direct meas-
ures cannot be estimated with precision.!® However,
the level of the savings series is roughly corroborated
by such dircct estimates of the component parts of
personal savings as are available.!!

Since considerable importance sattaches to a break-
down showing the channels through which individuals’
savings flow back into investment, it is hoped, when the
final products study is nearer completion, to present
figures for net personal savings estimated by direct
rather than residual methods. Such estimates should
add appreciably to our knowledge of the sources of
funds used for capital expenditure.

For some purposes analysis of the sources of capital
funds cen be facilitated more by working with gross
than with net savings and also by combining the sav-
ings of individuals with those made by business enter-
prises. Such an aggregation of all savings (on a gross
basis) is illustrated by table 4. Setting this total of all

8 The detnils of gross eommodity fow were published in the Sure.y of Current Busi-
ress, Apeil 1042,

9 It should be empbasized that the estimates of personal taxes presented in table 3
inclode obly the taxes paid by individuals explicitly frem income. Tho so-called
“ndircct texes” are, conseqaently, contained in the market prices of final prodacts.
The eriterion separating direet [rom indirect taxes is based on mode of collection rather
than ox judgments concerning the ultimate incidenca of particular types of taxation.

W The monthly cstimates of disposable Income, tonsumer oxpenditures, and sav-
ings which were presenied in the April Bunvey were based on advance annual eati-
mates for 1040 and 1941 of these compononts of the national product. The present
mote accurate annoal Ogures differ slightly from those employed for deriving the
monthly series.  'Phis diserepaney, howover, aflects only the level of the monthly
catimates and not the mouth-te-month chabges.

1t Particular attention bas heen given to checking the residual estimates of savings
against the dircet measarements made by the Securities Exchango Commission.
When tho differences in concopt are eliminated, the two scries are within & pereent of
otic another for tho 103241 period.
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Table 1.—Relation of Gross National Product ! to Nat
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Table 2.—Gross National Product by Use of Product
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Table 3.—National Income by Use of Funds
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savings against gross national expenditure suggests the
desirability of similarly grouping all taxes, whether
paid by individuals or by business firms. It should be
noted that the tax total includes no overlap since only
direct personal taxes haves been added to total business
taxes. Thus excise or sales taxes, despite the fact that
they may ultimately be paid in whole or part by con-
sumers, have been included in the total of taxes col-
lected from business firms.

Possible Uses of the Estimates

In recent months particular interest has centered
in the calculation of impact ratios measuring the inten-
sity of the war effort. It is believed that rough impact
ratios of the sort which may be calculated from table 2
give in practice a somewhat truer perspective of the
magnitude of the war effort than the impact ratios
which employ net national income as a denominator.
Furthermore, other comparisons such as those seecking
to derive the proportion of national product consumed
or the part taken by taxes are more easily carried out
on the basis of gross rather than net product.

In principle, however, all these and other compari-
sons might cqually well run in terms of the net national
product or national income. Te construct such com-
parisons, numerous adjustments not shown here to
government expenditures, taxes, and capitel formation
would be required. These will be discussed at a later
date when the progress of the work permits.

Other uses to which the present estimates may be
put have already been found in connection with the
formulation of fiscal policies for the coming war years
and in connection with the studies of probable post-
war cconomic problems now being undertaken by
public and private agencies. The estimates should also
prove useful in other capacities, both to businessmen
and to private economisis seeking a summary picture
of the economic process as background for special
studies and policies.

Notes on Sources and Methods.

The following notes are arranged by tables and ave
keyed to the line numbers appearing in these tables.

TABLE 1

Line 3—Estimates of the Deparbment of Conumerdes,

Line 2—Ineclades all taxes eolleeted (romn business enterprises regurdiess of ultimate
incidence, The method of estimate employed involves allocating all tax eollection:
to the year in which the tax liability was incurred.  Separate allecations were made
for Fedeent and for Stete and loeal taxes. It was also necessary to determine the
proportion of property taxes paid by bosgioess coterprises.  On the bosis of available
evidenee this was placed st 75 percent. ‘This fguro was largely derived from
Stndies in Current Tez Problems (Twentieth Century Fund) ndjusted for taxes on
rented residences.

Line 3—DBagic data for this eslimate were derived from Statistics of Income, raised to
cover estitoated depreciatlon charged by unipeorpornted enterprises. Also in-
cluded are deprecintion on nonprofit fnstitutions such as churebes and hospitals,
and on ented residonees owned by individuals, These latter two components are
based on estimates of Selomon Fabrieant, published in Capital Consumpdion end
Adjusiment. Flgures on agrieultural deprecintion are from the Burean of A grical-
tural Economies. .
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Linc 4—Inctudes speelal emergoncy &nd contingeney reserves plus allowances for bad
debts,  Based on Stadistics of Income dada rrised to cover noncorporate entorprises.

Line 5—Represcats an cstimated portion of Lhe outlay for producers' durable equip-
ment not eovered by deprecigtion allowanees.  The estimate was based on the de-
tailed tabulations of Qwput of Manufedured Commodities prepared in the Nationnl
Income Unit, and on the Anal estimatos of expenditures for producers’ durable’
eqaipment.

Line 6—This series represents the difference botween invontory changes as recorded
by business accounts end the physical quantity change in busincss inventeries
{rgnslated into carrent prices. Tho estimate was made in the National Income
Unit, and is & byproduet of the estimates of the net change in business inventories
in ¢urrent prices.

Line 7—5um of itcins L through 5, nminus item 6.

TABLE 2

Line I—From line 7, tablo I,

Line 2—Yucludes ull government expenditares for goods and services.  Sur of lines
3 and 6. Puablic serviee enterprises are not included, exeept for contributions o
them by governinest anits.

Line 3—To obtain this serics, Federal expenditures as reported in the Daily Treasury
Statement were ndjosted to eliminate all transactions net involving purchases of
goods or serviees. These transactions include Joans, purchases of existing assets
such as Innd, eapital stock transactions, veterans' peasions, ete. ‘The figures jn-
clude granis to Siate ond loeal governments but relunds of texes and duties have
been eliminnted.

Line 4—This serics is based on the Daily Treasury Statement Sgures on oalional
defense expendilures plus changes in the nonecash assets and lizbilities of national
defense corporations other than {ransfers. For 1041 an adjustioent of 2.3 billion
dollars bas been made to the Treasury series to take pecount of (o) ofishore expehdi-
tures, (b) prepayments on contracts for war matericls, and (¢) pucehases af existing
nssLS.

Line $—Linc 3 minus line 4.

Line 6—Expendilures were measured by receipts plus oet chaoges in debt. Duplics-
tion becanse of loenl shares of Siale-collected taoxes has been climinasted. The
estimates were based on Census publications for various years such as Financial
Statistics of Stales and Citics and Stefe Tar Collections.  The publication, T Ficlds,
1348, Is=ued by the Tax Institute was alse nseful,

Line 7—Linc 1 minns oe 2.

Line 8~-Sum of lines % through 14,

Line $—Includes all now private construction of factory and publie utility property,
residences, and other property {including nobprefit institutions and farm constrae-
tion). Data are tnken from the eonstruction siadies of the National Income Unit.

Line 10—Taken from estimates published in tho April 1942 SURVEY OF CURRERT
BusiNngss. Adjustments were made to eliminnte government parchases from the
published data, These adjustments were made only for 1940 and 1M1; for prior
years the amount of povernment purchascs included In the commeodity Now
fipares isrelatively small.  Further progress of the government segment of the final
producls study is necded to iraprove the cdjustments.

Line¢ 11—Estimates supdiied by Mr. Hnl Lary of the International Economics Unit,
Buoreaw of Foreign nmd Domestie Commereo,

Lin¢ 12—Same source as Hne 11.

Linc 13—In¢lades all buginess inventories in currenl prices as well as farin inventories,
Accounting figures for inventories were taken from Statistics of Income and raised
to cover noncorporate enterprises.  These fgures were deflaled by priee indezes
representing the lower of eost or market and the delsted serics were multiplicd
by current price indexes to obteln the final resnlt.  Farm inventorics are (rom tle -
Burenn of Agrieultural Economics and represont ¢hanges in physical quantities
at current Drices.

Line 14—The serics represents the net change in monetary stocks of gold and silver in
current prices. Scignictage on silver coin has been climinated. The series is
based on data published in the Annual Reports of the Ditector of the Mint.

Line 15—Line 7 minus line 8.

Line 16—From the arijele on “CGrogs Flow of Commeoditics ond Mew Constriaction’
in the April 1942 BURVEY oF CURRENT BUaINESS alicr deduction of govern-
ment purdhases.,

Line 17—Lin¢ 15 minus line 16.

TABLE 3

Line 1—From line 1, table 1.

Lines 2, 3, and 4—These three lineg contain the adjustments pormally made in passing
from national income to income payments. Employment taxes inclade both em-
plover and employes conlributions to Soclal Security.

Line 5~-8um of lines 6 and 7. .

Line 6—Inctudes all taxes paid by individuals explieitly from income sueh as income,
cstate, inheritance and gift taxes. Based on Daily Treasury Stetement data, the
sorles is on a colleetions rather than accrual hasis,

Line —Ineludes poll, license, income, ond an ¢stimated portion of property taxes.
Based largely on census date plus numerous studies of private agencies and indi-
vidupls. )

Line 8—Line 1 plus line 2 minus lines 3, 4, and 5.

Line t—From linoe 15, table 2,

Line 10—Line 8 minus line . Inclades savings held in cash balances or invested in
insurance, new residences or seewrities. Reductions in consumer [ndebtedness
are counted as vpositive savings.



